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PRESIDENT’S REPORT TO SHAREHOLDERS 


Your company suffered a severe 
setback in 1975. 


On the basis of projected eco- 
nomic growth and demographic 
trends, economists have been 
predicting for some time that 
the home furnishings industry 
would experience an unprece- 
dented period of growth 
throughout the 1970's. In order 
to maximize the benefits to be 
derived from such a favourable 
environment, your company 
charted a course involving rapid 
expansion supported by 
selected vertical integration. 


Management was confident that 
the anticipated growth in 
demand for home furnishings 
would safely support the heavy 
costs inevitably involved in an 
expansion program of such 
magnitude. A temporary down- 
turn in the economy towards 
the end of 1974 was expected, 
however, its duration and 
severity went well beyond what 
management expected, and it 
dealt the company a painful 
blow. The recession came at a 
time when operating and 
startup costs associated with 
the expansion program were at 
their highest levels. The reduced 
demand and margins which 
resulted from this recession, 
combined with these high 


operating and startup costs, are 
at the root of the difficulties 
experienced by the company 
throughout 1975. 


Every effort was made during 
the year to retain the company’s 
work force and to maintain 
market penetration so that a 
rapid recovery could be accom- 
plished as quickly as possible 
following an improvement in the 
economy. Although this 
approach should assist the 
company as it enters the period 
of recovery which appears to be 
taking place, it did add signifi- 
cantly to the burdens of 1975. 


The following sets out what 
management considers to be 
the important events and devel- 
opments of 1975: 


1. Notwithstanding the diffi- 
culties created by the reces- 
sion, the two major furniture 
manufacturing divisions of 
the company, |.e. the Sklar 
division at Whitby, Ontario 
and the Peppler division in 
Hanover, Ontario were 
marginally profitable. In the 
last quarter of the year, the 
furniture divisions in total 
operated profitably and there 
was evidence that the 
industry was on the road to 
recovery. 


2. The company’s program of 
vertical integration through 
Mattawa Forest Products, 
Able Plastics Limited and 
Sklar International AG, was 
responsible for close to 70% 
of the total pretax loss 
incurred by the company in 
1975. The Mattawa Forest 
Products:division, which we 
continue to believe can make 
a major contribution to the 
company’s future progress, 
was responsible for approxi- 
mately one half of the total 
corporate pretax loss. 


3. Competitive imports from the 
United States, where market 
conditions were also 
depressed, were at record 
high levels because of the 
low prices at which our 
American counterparts were 
prepared to sell their prod- 
ucts in Canada. 


4. The high interest rates which 
prevailed throughout 1975 
were a particularly costly 
factor. In this regard, it 
should be noted that the 
company’s expansion pro- 
grams have been financed 
largely through debt. 


5. The two relatively new uphol- 
stery divisions located in 
Metropolitan Toronto, both of 
which have undergone 


recent expansions, suffered 
more than the other furniture 
manufacturing divisions as a 
result of the recession and 
startup costs; however, in the 
fourth quarter of the year, 
both operations showed 
marked signs of improvement 
in performance and, barring 
deterioration of the market 
conditions that existed at the 
end of 1975, these two divi- 
sions should make a positive 
contribution to the company 
in 1976. 


The heavy losses experienced 
at the Mattawa operations 
require some explanation. By 
way of background, share- 
holders may recall that the Mat- 
tawa project, consisting of two 
phases, was undertaken to pro- 
vide a controlled source for the 
company’s growing hardwood 
needs. This was considered to 
be essential in view of a fore- 
cast world-wide shortage of 
hardwood that will be one of the 
most serious problems con- 
fronting the home furnishings 
industry. 


The first phase of the Mattawa 
complex was completed in early 
1973 and after a brief startup 
period, it began to operate 
profitably. The second phase, 
consisting of a modern, high- 


technology, dimension plant, 
began some production opera- 
tions in late 1974. By mid 1975, 
the entire dimension plant 

was in place. 


Unfortunately, the startup of this 
second phase, with its antici- 
pated heavy costs resulting 
primarily from the new tech- 
nology, coincided with a drop of 
hardwood prices brought 

about by the recession. By mid 
1975, these prices were at their 
lowest level in several years. 


In an effort to compensate for 
the narrow margins resulting 
from this combination of 

high costs and low prices, a 
decision was taken to accel- 
erate the buildup of sales and 
production well beyond the 
pace originally planned for this 
division. By mid November of 
1975, it became apparent that 
this approach was resulting in a 
substantial increase in losses. 
Management accordingly 
Changed course and reverted to 
a more moderate and manage- 
able startup pace. 


The consequences of this 
change have been gratifying. 
Losses have been sharply 
reduced and management is 
now confident that, given the 
opportunity to proceed with the 


Mattawa program, this division 
should begin to play the impor- 
tant role that has been 
expected of it. 


Short of closing down certain 
manufacturing facilities, your 
management has been making 
every effort to reduce operating 
costs wherever possible, while 
at the same time, strengthening 
its marketing efforts in order to 
improve sales and margins. At 
this time, economic indicators 
point to a modest improvement 
in the economy in 1976. If this 
brings about a corresponding 
improvement in demand for 
home furnishings, the company 
should demonstrate a substan- 
tial improvement in perfor- 
mance in 1976. 


ON BEHALF OF THE BOARD 


LOUIS SKLAR 
President 


Consolidated Five-Year Summary 


1975 


OPERATIONS 

Net Sales 

Earnings (loss) before taxes 
and extraordinary item 

Income taxes (recovery) 

Earnings (loss) before 
extraordinary item 

Extraordinary item (note 1) 

Net earnings (loss) 

Depreciation 


CAPITAL EXPENDITURES 


FINANCIAL POSITION 
Working capital 
Current ratio 
Fixed assets (net) 
Total assets 
Long-term debt 
Shareholders’ equity 


PER COMMON SHARE 


Basic net earnings (loss) (note 2) 
Shareholders’ equity 


OTHER STATISTICS 


Approximate number of 
shareholders 
Common shares outstanding 
at year end 


Notes: 

1. Reduction in income taxes as a result of 
loss carry forward. 

2. Before extraordinary item and calculated 
using the weighted average number of 
shares outstanding. 


1974 


1,093,000 
708,000 


385,000 


385,000 
618,000 


3,414,000 


7,382,000 

1.49:1 

6,806,000 
29,153,000 


4,291,000 © 


8,930,000 


0.16 
3.72 


1,900 


2,402,969 


1973 


4,276,000 
1,899,000 


2,377,000 


2,377,000 
505,000 


1,405,000 


6,630,000 
1.69:1 
4,436,000 
20,621,000 
1,943,000 
8,537,000 


1,900 


2,399,810 


1972 


3,071,000 
1,474,000 


1,597,000 
173,000 
1,770,000 
438,000 


1,458,000 


4,302,000 
1.56: 
3,923,000 


15,891,000 


1,868,000 
5,997,000 


1,700 


2,318,754 


197] 


$38,116,000 $28,213,000 $19,753,000 


949,000 
487,000 


462,000 
178,000 
640,000 
405,000 


472,000 


3,394,000 | 
19251 ; 
2,964,000 

11,064,000 


3.110.000 | 
3,065,000 | 


1,800 


1,835,741 


Manufacturing Limited 
and subsidiary companies 


|. Consolidated Statements of Earnings and Retained Earnings (Deficit) 
| FOR THE YEAR ENDED DECEMBER 31, 1975 (with comparative figures for 1974) 


EARNINGS 
Net Sales 


Operating costs and expenses: 
Cost of goods sold 
Marketing, general and administrative expenses 
Depreciation 
Interest on current bank indebtedness 
Interest on long-term debt 


Earnings (loss) before income taxes 


~ Income taxes (recovery) (note 7) 
Current 
Deferred 


Net earnings (loss) before minority interest 
Minority share of loss of subsidiary company 


Net earnings (loss) 
Earnings (loss) per share (note 6) 


RETAINED EARNINGS (DEFICIT) 


Retained earnings at beginning of year 
Net earnings (loss) for the year 


Retained earnings (deficit) at end of year 


(See accompanying notes to consolidated financial statements) 


1975 


1974 


$43,429,000 


34,292,000 
6,309,000 
618,000 
822,000 
295,000 


42,336,000 
1,093,000 


232,000 
476,000 


708,000 


385,000 


385,000 


$0.16 


$ 1,054,000 
385,000 


$ 1,439,000 


Consolidated Balance Sheet 
DECEMBER 31, 1975 (with comparative figures for 1974) 


ASSETS 


Current Assets: 
Accounts receivable 
Due from government agencies (note 2) 
Inventories (note 3) 
Prepaid expenses 


Total current assets 


Due from government agencies (payable in 1978) (note 2) 


Fixed assets (note 5): 


Cost 


Land 66,000 
Buildings and leasehold 

improvements 5,207,000 
Machinery and 

equipment 7,234,000 


$12,507,000 


On behalf of the Board: 


Accumulated 


Depreciation 


$ — 
1,128,000 


3,444,000 
$ 4,572,000 


Director 


Director 


i923 


1974 


$ 9,498,000 
1,276,000 
11,285,000 
288,000 


22,347,000 


66,000 


3,390,000 


3,350,000 
6,806,000 
$29,153,000 


SKLAR 


Manufacturing Limited 


(Incorporated under the 
laws of Ontario) 
and subsidiary companies 


LIABILITIES 1975 1974 


Current Liabilities: 
Bank indebtedness—current (note 4) 
Accounts payable and accrued charges 
Income and other taxes payable 
Deferred income taxes—current 
Long-term debt due within one year 


Total current liabilities 


Long-term debt (note 5) 
Deferred income taxes 


Shareholders’ Equity: 
Capital stock— 
Authorized: 
3,500,000 common shares without par value 
Issued (note 6): 
2,402,969 shares 
Retained earnings (deficit) 


Total shareholders’ equity 


(See accompanying notes to consolidated financial statements) 


AUDITORS’ REPORT 


To the Shareholders of 

Sklar Manufacturing Limited: 
We have examined the consolidated balance sheet of 
Sklar Manufacturing Limited and subsidiary compa- 
nies as at December 31, 1975 and the consolidated 
statements of earnings, retained earnings (deficit) 
and changes in financial position for the year then 
ended. Our examination included a general review of 
the accounting procedures and such tests of ac- 
counting records and other supporting evidence as 
we considered necessary in the circumstances. 

In our opinion, subject to the agreement by the 


Toronto, Canada 
March 12, 1976 


$10,400,000 
3,712,000 
118,000 
234,000 
501,000 


14,965,000 


4,291,000 
967,000 


7,491,000 
1,439,000 


8,930,000 
$29,153,000 


lenders to the continuation of the existing long-term 
debt arrangements as discussed in Note 5 (c) to the 
financial statements, these consolidated financial 
statements present fairly the financial position of the 
companies as at December 31, 1975 and the results 
of their operations and the changes in their financial 
position for the year then ended, in accordance with 
generally accepted accounting principles applied on 
a basis consistent with that of the preceding year. 


CLARKSON, GORDON & CO.., 
SOBERMAN, ISENBAUM, COLOMBY & NISKER, 
Chartered Accountants. 


SKLAR 


Manufacturing Limited _ 
and subsidiary companies 


Consolidated Statement of Changes in Financial Position 
FOR THE YEAR ENDED DECEMBER 31, 1975 (with comparative figures for 1974) 


1975 


SOURCE OF FUNDS: 
Net earnings 
Add charges not requiring funds— 
Depreciation 
Non-current portion of deferred income taxes 


Funds provided from operations 
Bank term loan 
Loan from Ontario Development core o) 
Issue of common shares 


APPLICATION OF FUNDS: 


Net loss 

Add (deduct) charges not requiring funds— 
Depreciation 
Non-current portion of deferred income tax recovery 


Funds applied to operations 
Additions to fixed assets (less current portion of government 
grants—$202,000 in 1975; $426,000 in 1974) 
Reduction of long-term debt 


Increase (decrease) in working capital (See below) 
Working capital, beginning of year 
Working capital, end of year 


SUMMARY OF CHANGES IN WORKING CAPITAL: 


Increase (decrease) in current assets— 
Accounts receivable 
Due from government agencies 
Inventories 
Prepaid expenses 


Increase (decrease) in current liabilities — 
Bank indebtedness 
Accounts payable and accrued charges 
Income and other taxes payable 
Deferred income taxes—current 
Long-term debt due within one year 


Increase (decrease) in working capital 


(See accompanying notes to consolidated financial statements) 


1974 


385,000 
618,000 


381,000 


1,384,000 
2,000,000 
850,000 
8,000 


4,242,000 


2,988,000 
502,000 


3,490,000 


752,000 


6,630,000 
7,382,000 


1,332,000 
1,276,000 
3,411,000 

143,000 


6,162,000 


4,960,000 
1,048,000 
(950,000) 
95,000 
257,000 


5,410,000 


$ 


752,000 


Notes to Consolidated Financial Statements 
FOR THE YEAR ENDED DECEMBER 31, 1975 


1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 4. BANK INDEBTEDNESS— CURRENT 


(a) Principles of consolidation— 


The consolidated financial statements: include the ac- 
counts of the company and its subsidiaries all of which are 
wholly-owned except for one subsidiary which is 65% 
owned. This subsidiary commenced active operations in 
August 1975. 


(b) Translation of foreign currencies— 


Current assets and liabilities of a foreign subsidiary have 
been translated into Canadian dollars at year-end rates of 
exchange. Fixed assets and depreciation are translated at 
historic rates and income and expenses (except for 
depreciation) at average rates of exchange in existence 
during the year. The exchange adjustment arising from 
such translation has been charged against earnings. 


(c) Inventories— 

Inventories are valued at the lower of cost or net realizable 
value, with cost determined on a first-in, first-out basis. 
(d) Depreciation— 

Depreciation is provided in the accounts on the straight 


line method over the estimated useful lives of the fixed 
assets as follows: 
Buildings —20-40 years 
Leasehold improvements —over the unexpired terms 
of the leases 
Machinery and equipment—10 years 


(e) Start-up costs— 

All preproduction and start-up costs are charged to 
operations as incurred. 

(f) Pensions— 


Substantially all of the company’s employees are covered 
by company pension plans as well as by compulsory 
government plans. The unfunded past service obligation 
is being amortized over the fifteen year period to 1989. 


. DUE FROM GOVERNMENT AGENCIES 


The amounts due from government agencies represent 
the balances due from the Federal Department of Re- 
gional Economic Expansion with respect to the com- 
pany’s lumber operations. (See note 10 (d)). 


_ INVENTORIES 
At December 31, inventories consist of 
1975 1974 
$4,851,000 $ 6,467,000 
1,997,000 2,271,000 
2,258,000 2,547,000 


$9,106,000 $11,285,000 


Raw materials 
Work in process 
Finished goods 


Bank indebtedness—current amounting to $9,216,000 
and the $2,000,000 term bank loan due in 1977 are 
secured by substantially all the accounts receivable and 
inventories. As collateral security two of the subsidiary 
companies have issued debentures to the bank for a total 
of $10,000,000. These debentures provide fixed charges 
on the fixed assets of the two subsidiaries and floating 
charges on all other assets, subject to the fixed and 
floating charges relating to the other long-term debt (see 
note 5). 


. LONG-TERM DEBT 


IES 1974 


Bank term loans: 
Due 1977, at 24%% above 
the lender’s prime rate 
Due 1980-1, at 2% above 
the lender’s prime rate 


Loans from Ontario 
Development Corporation: 
9% due 1978 191,000 242,000 
8% due 1985 (interest 
free until March 15, 1978) 


$2,000,000 $ = 


3,400,000 3,700,000 


1,000,000 850,000 
6,591,000 4,792,000 


Less amounts due within 
one year, included in 
current liabilities 706,000 501,000 


$5,885,000 $4,291,000 


(a) Bank term loan due 1977— 


Although the bank has agreed to defer repayment of this 
loan until 1977, the bank has the right to demand payment 
in full at any time. 


(b) Security— 

The security for the bank term loan due in 1977 is set out 
in Note 4. The remaining long-term debt is secured by first 
and second mortgages on substantially all land, buildings 
and leaseholds and first floating charge debentures on all 
other assets, subject to a pledge of the accounts receiv- 
able and inventories as security for bank indebtedness as 
referred to in Note 4. 


(c) Restrictions— 


The loan agreements relating to the bank term loans due 
in 1980-1 and the Ontario Development Corporation loan 
due in 1985 require the Company to maintain working 
capital of $3,000,000 and a ratio of current assets to 
current liabilities of not less than 1.5 to 1. At December 31, 
1975 this ratio was 1.26 to 1. The loan agreements relating 
to the bank term loans due in 1980-1 also require the ratio 
of indebtedness to net worth (as defined) to be not greater 
than 3 to 1. At December 31, 1975 this ratio was 4.3 to 1. 
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Notes to Consolidated Financial Statements 
FOR THE YEAR ENDED DECEMBER 31, 1975 


There are also certain limitations on the purchase of fixed 
assets, lease commitments, and dividend payments. 

The lenders have agreed that the above non-compliance 
with the ratio covenants shall be deemed not to be an 
event of default before April 30, 1976 at which date they 
will review their position with respect to the ratio covenants. 


(d) Payments— 


Payments required on long-term debt in the next five 
years are as follows: 


1976 $ 706,000 
1977 2,661,000 
1978 748,000 
1979 772,000 
1980 — 624,000 


Included in 1976 payments is an amount which was due in 
December, 1975 and which the lender has agreed to defer 
until June, 1976. In addition, the same lender has agreed 
to defer apayment due in January, 1976 until June, 1976. 


. CAPITAL STOCK 


As at December 31, 1975 common shares were reserved 
for possible issue upon exercise of share purchase war- 
rants and employees’ stock options, as follows: 


Shares Average Exercisable 
Reserved Price to 


Share purchase 
warrants 298,409 $3.50 July 1, 1978 
5,000 $3.00 Dec. 31, 1980 
Employees’ stock 
options 17,520 $3.14 Dec. 31, 1980 


320,929 
The exercise of the outstanding warrants and stock 


options would not have had a dilutive effect on earnings 
(loss) per share in 1975 or 1974. 


. INCOME TAXES 


At December 31, 1975, the companies have loss carry- 
forwards for income tax purposes of approximately 
$1,000,000 available for deductions against future years’ 
profits. These loss carry-forwards expire as follows: 
1978 — $ 56,000 
1979 - 107,000 
1980 — 512,000 
Unlimited — 325,000 
$1,000,000 


. REMUNERATION OF DIRECTORS AND 


SENIOR OFFICERS 
The total remuneration paid or payable by the company 


and its subsidiaries to its directors and senior officers 
amounted to $359,000 in 1975 and $338,000 in 1974. 


. PENSION PLANS 


Pension costs, including amounts for compulsory gov- 
ernment pension plans, were $487,000 in 1975 and 


$345,000 in 1974. These amounts include current service 
costs and payments on account of the unfunded liability in 
respect of past service. 

At December 31, 1974 the actuarially determined un- 
funded obligation for past service was approximately 
$400,000. 


. COMMITMENTS AND CONTINGENT LIABILITIES 


(a) Long-term leases— 


The company is committed under long-term leases with 
various expiry dates to 1995. Minimum rentals (exclusive 
of taxes, insurance and maintenance costs) for the next 
five years under these leases are approximately $800,000 
annually. 


(b) Litigation— 

The company and one of its subsidiaries are currently 
involved in a lawsuit with regard to the amount payable for 
the shares of such subsidiary. In the opinion of legal 
counsel and management, the determination of this law- 
suit will not have a material effect on the financial position 
of the company. 


(c) Acquisition commitment— 


The company has entered into an agreement to purchase 
the minority interest in a subsidiary company not later 
than September 1, 1980 at a price based on the future 
earnings of the subsidiary. 


(d) Government grants— 


The company has received and has accrued grants from 
the Federal Department of Regional Economic Expansion 
which have been applied against the cost of fixed assets at 
the company’s lumber operations. The agreements relat- 
ing to the grants provide for some repayment of these 
grants to the government agency in the event that spe- 
cified conditions, such as maintenance of employment 
levels, are not maintained. While the company is not 
presently meeting the required employment levels, man- 
agement believes this to be a temporary condition and 
that the company will be able to substantially comply with 
the conditions of the grants. 


_ ANTI-INFLATION ACT 


Effective October 14, 1975 the Federal government 
passed the Anti-Inflation Act and subsequently issued 
Regulations which are presently scheduled to be in force 
until December 31, 1978. Under this legislation the com- 
pany is subject to mandatory compliance with controls on 
prices, profit margins, employee: compensation and 
shareholder dividends. The effects on the company of the 
regulations on prices, profit margins and employee com- 
pensation are not yet clear owing to uncertainties as to 
interpretation and the need to develop appropriate data 
from the company’s records. It is not anticipated that the 
Anti-Inflation Act will have any material effect on the 1975 
financial statements. 
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